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DATE: October 11, 2016

RE : In re  Marchant Inte rna tiona l Resources , Inc., Docke t No. S-20959A-16-0109

Jodi Jericho, Executive Director

Atta che d for your cons ide ra tion is  a  propos e d Orde r to Ce a s e  a nd De s is t, Orde r for
Restitution, and Order for Adminis tra tive  Pena ltie s  ("Order") aga ins t re spondents  Kenne th White
a nd  Ma rcha nt In te rna tiona l Re s ource s , Inc., a  Te xa s  Corpora tion  of which  White  is  the
Pres ident/CEO and director.

The Order is  a  default order. On March 29, 2016, the  Division served Merchant with a  copy
of the  Notice  of Opportunity for Hea ring filed aga ins t the  re spondents . On Augus t 29, 2016, the
Division served White  with a  copy of the  Notice . The  times for requesting a  hearing and answering
the  Notice  passed without e idier respondent requesting a  hearing or filing an answer.

The  Orde r finds  tha t be g inn ing  in  2012  a nd  continu ing  th rough  De ce mbe r 2015 ,
re s ponde nts  s old Me rcha nt s tock to 14 inve s tors  in 22 s e pa ra te  tra ns a ctions . Re s ponde nts
repre sented to the  buye rs  tha t the ir funds  would be  used to purchase  and deve lop oil we lls  and
minera l rights . Respondents  cla imed tha t they were  working with an es tablished drilling company
a nd tha t oil-we ll production wa s  e ithe r a lre a dy occurring or a bout to occur. In fa ct, the  cla ime d
drilling company had no a ffilia tion with respondents  and respondents  owned no minera l inte res ts
a s  cla ime d. Additiona lly, re sponde nts  fa ile d to dis close  White 's  crimina l ba ckground to the se
buye rs . In Octobe r 1993, White  wa s  found guilty of e ighte e n fe lony counts  including the ft,
fraudulent schemes  and a rtifice s , and illega l control of an ente rprise . In November 1993, White
was sentenced to 7 % to 15 % years in prison and to pay $4,385,000, he  was re leased from prison
on October 26, 2009.
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The  Orde r require s  the  re spondents  to pe rmanently cea se  and de s is t from viola ting the
Securitie s  Act, to pay re s titution of $1,352,144 to the  s tock-purchase rs , and to pay a  $150,000
adminis tra tive  pena lty. The  Divis ion recommends  the  Order a s  appropria te , in the  public inte res t
and necessary for the  protection of investors .

Origina tor: Rya n J . Mille ca m

l l



BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

DOUG LITTLE _ Chairman
BOB STUMP
BOB BURNS

TOM FORESE
ANDY TOBIN

In the matter of DOCKET NO. S-20959A-16-0109

DECISION no.MARCHANT INTERNATIONAL
RESOURCES, INC., a Texas corporation,

1

2

3

4

5

6

7

8

9

1 0

1 1

and
ORDER TO CEASE AND DESIST, ORDER
FOR RESTITUTION, AND ORDER FOR
ADMINISTRATIVE PENALTIES

12

13 On March 29,  2016,  the Securit ies Division ("Division") of the Arizona Corporation

14 Commission ("Commission") filed a Notice of Opportunity for Hearing Regarding Proposed Order

15 to Cease and Desist, Order for Restitution, Order for Administrative Penalties, and Order for other

16 Affirmative Action (the "Notice") against Respondents Marchant International Resources, Inc. and

)
)
)
)
)

3
KENNETH WHITE, a/k/a Kenneth Whyte, )
an unmarried individual, )

)
)
n

Respondents.

17 Kenneth White.

18 On March 29, 2016, the Division served a copy of the Notice, upon Marchant International

19 Resources, Inc., via hand delivery to Merchant's statutory agent, Elba Nunez. As of October 11,

20 2016, Merchant has not requested a hearing or filed an answer to the Notice.

21 On August 29, 2016, the Division served a copy of the Notice, upon Kenneth White via

22 publication. As of October ll, 2016, White has not requested a hearing or filed an answer to the

23 Notice.

24

25

26
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Docke t No. S -20959A-16-0109

1 1 .

2 FINDINGS OF FACT

3 From a t le a s t fa ll 2012, through June  2015, White , a n unma rrie d ma n, re s ide d in

4

5

6

Ma ricopa  County.

2. On April 14, 2011, White  form e d Me rcha nt, a  Te xa s  corpora tion re s iding a nd doing

bus ine s s  in Arizona . White  wa s  Me rcha nt's  P re s ide nt/CEO, S e cre ta ry, Tre a sure r a nd Dire ctor.

White  a nd Me rcha nt ma y be  re fe rre d to colle ctive ly a s  "Re sponde nts ."7

8 4. Me rcha nt de scribe s its e lf on the "welcome" page of its website,

99

9

10

11

12

13

14

15

16

17

18

19

www.m_archantcQrp.com, as "an Oil and Natura l Gas Investment Management Company.

5. When speaking with investors , White  described Marchant s imilarly, as  an oil and gas

inves tment company tha t provided capita l to drilling pa rtne rs .

Re sponde nts  re pre se nte d to Ma rcha nt inve s tors  tha t Me rcha nt's  drilling pa rtne rs

would produce  oil a nd na tura l ga s  from we lls  in Monta na  a nd Te xa s . Me rcha nt would re ce ive  a

portion of the  profits  from production. Marchant would then pay re turns  to the  inves tors . Severa l of

the  investors  expected to rece ive  payments  within a  year of investing.

To ra ise  capita l for these  ventures , from fa ll 2013 through June  2015, Respondents

offe re d a nd s old "units  of pa rticipa tion" in two oil we ll proje cts  to 12 inve s tors  in 22 s e pa ra te

tra nsa ctions . The  oil we ll proje cts  we re  the  Horse shoe  P roje ct (some time s  ca lle d the  Horse shoe

Prospect) in Fa llon County and Wibaux County, Montana , and the  Eastwood Project in Frio County,

20 Texas.

21 8.

22

23

Two of the  investors  were  friends of White 's . These  two investors  introduced friends,

fa mily a nd co-worke rs  to White  who the n informe d the  inve s tors  a bout pa rticipa ting in the  two oil

we ll projects .

9.24

25

26

White  pe rs ona lly o ffe re d  a nd s o ld  th e  in ve s tme n ts  to  in ve s to rs . White 's

communication consisted of phone conversa tions, email, in-person meetings and presenta tions, and

through documents  tha t White  and Merchant sent to investors .

2

3.

1.

6.

7.

De cis ion No.



Docke t No. S-20959A-16-0109

I 10 . The  offe rs  and sa les  occurred within and from Arizona .

2 11. All 12 investors purchased units  of participation in the  Horseshoe Project, a t least four

3 of the  investors  a lso purchased units  of participa tion in the  Eastwood Project.

4 12 .

5 1 3 .

6 1 4 .

White  and Marchant's  sa les  of the  units  of participa tion tota led $1,400,000.

Three  investors  rece ived partia l re turns  of the ir investments  tota ling $47,856.

The  inves tors  pa id for the ir units  of pa rticipa tion by cashie r's  check, pe rsona l check,

7 and wire  transfe rs  to White  and Marchant.

8 15. Money from each investor was to be part of an "aggregate" fund that would be used

9

1 0

for oil we ll drilling a nd de ve lopme nt.

Afte r e a ch inve s tor1 6 .

11

pa id for the ir re s pe ctive  units  of pa rticipa tion, Re s ponde nts

provide d e a ch inve s tor with docume nts  title d "P a rticipa tion Agre e me nt" is sue d by Me rcha nt a nd

1 2 signed by White  on beha lf of Marchant. Each "Pa rticipa tion Agreement" shows the  inves tor's  units

13 of participa tion and corresponding revenue  inte res t in the  specified project.

17.1 4 The  Me rcha nt inve s tors  did not pa rticipa te  in the  ope ra tions  of the  bus ine ss . The y

15 depended on the  e fforts  of White  and Merchant to rea lize  a  re turn on the ir investments .

1 6 18.

1 7

1 8

1 9

20

2 1

Prior to inves ting in the  Horseshoe  Project, Respondents  provided severa l inves tors

with a  docume nt title d "Me mora ndum - Horse shoe  P roje ct - Midddle  [s ic] Ba de n [s ic] Forma tion"

offe ring to se ll 280 "Units" a t $50,000 pe r unit to deve lop we lls  in Montana .

19. Th is  me mora ndum s ta te s  tha t Ma rcha n t is  o ffe ring  o il a nd  ga s  inve s tme n t

opportunities  "which enable  investors  to participa te  in acquiring direct pa rticipa tion working inte res t,

re s ulting in  pote ntia l ca s h flow a nd unique  ta x be ne fits  a s s ocia te d with  oil a nd na tura l ga s

inve s tme nts ."22

23 20.

24

25

26

The Horseshoe  Project memorandum describes obta ining "aggregate" investor funds

to tra ns fe r to a  "Drilling P a rtne r" who will de ve lop we lls . According to the  me mora ndum, only

$30,000 of the  money ra ised will go to Merchant's  adminis tra tive  expenses , the  re s t will go to "the

actua l drilling, tes ting, [she] of the  Proposed Well and for re la ted lease  costs ."

3

De cis ion No.



Docket No. S-20959A-16-0109

1 21, The  me mora ndum furthe r s ta te s  tha t Me rcha nt's  "Drilling P a rtne r"--de fine d a s

2 Slav son Explora tion Company Incorpora ted-will deve lop the  we lls . The re  a re  a lso seve ra l pages

3

4

describing Slav son and why Marchant chose  to partner with them.

22. The memorandum sta tes  tha t "Kenneth Whyte" has "extensive  onshore  and offshore

5 drilling experience  throughout the  United Sta tes , Canada , North Sea , and the  Middle  East" and has

worke d for Amoco a nd B.P . Ala s ka . As  P re s ide nt of Ma rcha nt, White 's  re s pons ibilitie s  include6

7

8 23.

9

1 0

11

1 2

1 3

1 4

1 5

16

1 7 24.

1 8

1 9

20 25.

2 1

22

23

24

25

26

supervis ion on the  drill s ites  to represent Marchant and the  investors ' inte res ts .

P rior to inve s ting in the  Horse shoe  P roje ct, Re sponde nts  ga ve  se ve ra l inve s tors  a

docume nt wa s  title d "Horse shoe  P roje ct 150 Middle  Ba ke r [s ic] Dua l La te ra l We lls  -.. Pa rticipa nt

Offe ring Le tte r." This  le tte r describes  pa rticipa ting in Merchant's  ope ra tions  by purchas ing a  "Unit"

as  an "inves tment." In this  document, Respondents  expla in tha t independent ope ra tors  have  been

ve ry succe ss ful de ve loping oil a nd ga s  production, ha ve  spe nt the ir ca sh re se rve s  doing so, a re

coming up on time  cons tra ints  to de ve lop we lls  on the  la nd the y le a se , a re  willing to pa rtne r with

fina ncing compa nie s  a nd gra nt a  working inte re s t in  the  we lls . Ma rcha nt pa rtne rs  with s uch

companies  by providing capita l to the  independent opera tors  in exchange  for a  working inte rest tha t

entitles  Marchant to a  share  of the  roya lties  from oil and gas  production.

In the  offe ring le tte r, Respondents  represented tha t a s  the  we lls  a re  deve loped, the

inves tor would rece ive  e s tima ted roya lty income  pe r unit of pa rticipa tion annua lly, $78,796 in yea r

one, then $l57,592, $350,240, $525,360 and $636,700 respectively in each subsequent year.

Prior to the ir investing, Respondents  a lso gave  severa l Horseshoe  Project investors  a

docume nt title d "Drilling Agre e me nt" whe re  Re sponde nts  re pre se nt tha t Ma rcha nt ha s  a  right to

acquire  a  working inte res t in specified wells , tha t it is  entitled to rece ive  revenues  from the  well, and

tha t the  prospect wells  a re  subject to a  va lid and existing minera l lease .

26. In the  Hors e s hoe  P roje ct drilling a gre e me nt, Re s ponde nts  furthe r re pre s e nt tha t

Me rcha nt will be gin drilling within 45 da ys  a fte r the  280 units  of pa rticipa tion a re  sold; Ma rcha nt

will re turn the  investment if drilling does  not begin as  represented.

4
De cis ion No.
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1 27.

2

3

4

5

6 28.

7

8

9

10

P rior to the ir inve s ting, Re s ponde nts  ga ve  s ome  Hors e s hoe  P roje ct inve s tors  a

document titled "Opera ting Agreement" in which Respondents  represent tha t Marchant is  the  owner

of oil and gas  le a se s  and mine ra l inte re s ts  in a  specified, Horse shoe  P roject land pa rce l in Fa llon

Co u n ty a n d  Wib a u x Co u n ty,  Mo n ta n a .  (Th is  re p re s e n ta tio n  is  in  co n tra d ic tio n  to  o th e r

representa tions  tha t Marchant's  drilling pa rtne r owns the  land and minera l rights .)

P rior to the ir inve s ting in the  Ea s twood P roje ct, Re s ponde nts  provide d s e ve ra l

inve s tors  with a  docume nt title d "Me mora ndum - Ea s twood #I - Budda  Forma tion" offe ring to se ll

60 "Units " a t $50,000 pe r unit to  de ve lop we lls  in  Frio County, Te xa s . This  me mora ndum is

subs tantia lly s imila r to the  Horse shoe  P roject memorandum, it conta ins  tlle  same  repre senta tions

from the  Horseshoe  Memorandum described above.

11 29.

12

1 3

Respondents  a lso gave  seve ra l inves tors  in the  Eas twood project a  document titled

"Drilling Agreement" where  Respondents  represent tha t Merchant has  a  right to acquire  a  working

inte res t in specified wells  in Frio County, Texas , tha t it is  entitled to rece ive  revenues from the  wells ,

14

15

and tha t the  prospect wells  a re  subj e t to va lid and exis ting minera l leases .

In  the30. drilling a gre e me nt for the  Ea s twood P roje ct, Re s ponde nts  re pre s e nt tha t

16

17

18 31.

19

20

Marchant will begin drilling within 45 days  a fte r the  60 Lmits  of pa rticipa tion a re  sold; Merchant will

re turn the  investment if drilling does  not begin as  represented.

Respondents  gave  some  Eas twood P roject inves tors  a  document titled "Ope ra ting

Agreement" in which Respondents  represent tha t Merchant is  the  owner of oil and gas  leases  and

inte rest in a  specified parce l of land in Frio County, Texas. (This  representa tion is  in contradiction to

21

22

other representa tions  tha t Merchant's  drilling partner owns the  land and minera l rights .)

32. aboutRespondents  made  severa l misrepresenta tions Me rcha nt's  bus ine s s , drilling

23

24 33.

25

operations and partnerships.

The  "Drilling P a rtne r" in the  docume nts , S la v s on, in fa ct ha s  no a ffilia tion with

Marchant or White . Moreove r, a lthough S lav son owns  an inte re s t in the  Horseshoe  project, it had

26

5

De cis ion No.
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1 not conducted any drilling or opera tions on tha t land, much less  drilling or opera tions tha t in any way

involved Merchant and White  or Merchant inves tor capita l.2

3 34.

4

5

6

Respondents represented to some investors that Marchant owned leasing and mineral

rights  in Fa llon County a nd Wiba ux County, Monta na  a nd in Frio County, Te xa s . The  re cords  in

those  counties , however, do not conta in any recorded documents  for Marchant or White /Whyte .

Re s ponde nts  toute d White 's  bus ine s s  a cume n but fa ile d to dis clos e  to inve s tors35.

7

8

9

10

11

White 's  crimina l pa s t. In Ma rch 1998, White  wa s  convicte d of fe lony the ft in Ma ricopa  County

Superior Court and sentenced to five years in prison as a  result of that conviction. In a  separate matter,

in November 1993, White  was  convicted of a  se rie s  of fe lonies , including the ft and fraud, and was

ordered to pay over $4.3 million in restitution and sentenced to seven and one half to fifteen and three

quarte r years  in prison as  a  result of those  convictions .

12 1 1 .

13 CONCLUS IONS  OF LAW

14 The  Commis s ion ha s  juris diction ove r this  ma tte r purs ua nt to Article  XV of the

15 Arizona  Constitution and the  Securitie s  Act.

16 Respondents  offe red or sold securitie s  within or from Arizona , within the  meaning of

1 7

18

A.R.S. §§ 44-1801(15), 44-1801(21), and 44-l801(26).

3. Respondents violated A.R.S. § 44-1841 by offe ring or s e lling s e curitie s  tha t we re

19

20

21

22

23

neither registered nor exempt from registration.

4. Respondents violated A.R.S. § 44-1842 by offering or selling securities while neither

registered as a dealer or salesman nor exempt from registration.

Respondents violated A.R.S. §44-1991 by (a) employing a device, scheme, or artifice

to defraud, (b) making untrue statements or misleading omissions of material facts, and (c) engaging

in transactions, practices, or courses of business that operate or would operate as a fraud or deceit.24

25 Respondents' conduct is grounds for a cease and desist order pursuant to A.R.S. §44-

26 2032.

6
De cis ion No.
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l 7. Respondents' conduct is grounds for an order of restitution pursuant to A.R.S. § 44-

2 2032.

3

4 9.

5

6

Ke nne th White  dire ctly or indire ctly controlle d Me rcha nt Inte rna tiona l Re source s ,

7 111.

8 ORDER

9

10

THEREFORE, on the  bas is  of the  Findings  of Fact, and Conclus ions  fLaw, the  Commiss ion

finds  tha t the  following re lie f is  appropria te , in the  public inte re s t, and necessa ry for the  protection

1 1 of investors :

1 2

13 agents, employees, successors and assigns, permanently cease and desist from violating the Securities

Act.14

1 5

1 6

17

1 8

1 9

20

2 1

22

23

24

25

and severa lly pay res titution to the  Commiss ion in the  principa l amount of $1,352,144 ($1,400,000

minus  the  $47,856 re turne d) a s  a  re s ult of the  conduct s e t forth in the  Findings  of Fa ct a nd

Conclusions  of Law. Payment is  due  in full on the  da te  of this  Order. Payment sha ll be  made  to the

"S ta te  of Arizona" to be  placed in an inte re s t-bea ring account controlled by the  Commiss ion. Any

principa l amount outs tanding sha ll accrue  interest a t the  ra te  of 10 percent per annum from the  da te

of purchase  until the  da te  of this  Order. Inte rest in the  amount of $339,369.86 has  accrued from the

date  of purchase  to October 27, 2016.

IT IS  FURTHER ORDERED tha t the  re s titution orde re d in the  pre ce ding pa ra gra ph will

accrue interest, as of the  date  of the  Order, a t the  ra te  of the  lesser of (i) ten percent per annum or (ii)

a t a  ra te  pe r annum tha t is  equa l to one  pe r cent plus  the  prime rate a s  published by the  boa rd of

26

7

De cis ion No.
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1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

14

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25

26

gove rnors  of the  fe de ra l re s e rve  sys te m in s ta tis tica l re le a se  H. 15 or a ny publica tion tha t ma y

supersede it on the date  that the  judgment is  entered.

The Commission shall disburse the funds on a pro-rata basis to investors shown on the records

of the  Commission. Any restitution funds tha t the  Commission cannot disburse  because  an investor

re fuse s  to a cce pt such pa yme nt, or a ny re s titution 1iunds  tha t ca rrot be  disburse d to a n inve s tor

because  the  inves tor is  deceased and the  Commiss ion cannot rea sonably identify and loca te  the

de ce a se d inve s tor's  spouse  or na tura l childre n surviving a t the  time  of the  dis tribution, sha ll be

disbursed on a  pro-ra ta  bas is  to the  remaining inves tors  shown on the  records  of the  Commiss ion.

Any funds  tha t the  Commis s ion de te rmine s  it is  una ble  to or ca nnot fe a s ibly dis burs e  s ha ll be

transferred to the  genera l fund of the  s ta te  of Arizona .

and severa lly pay an administra tive  penalty in the  amount of $150,000 as  a  result of the  conduct se t

forth in the  Findings  of Fact and Conclusions  fLaw. Payment is  due  in full on the  da te  of this  Order.

Payment sha ll be  made  to the  "S ta te  of Arizona ." Any amount outs tanding sha ll accrue  inte res t a s

a llowe d by la w.

IT IS  FURTHER ORDERED tha t the  a dminis tra tive  pe na lty orde re d in  the  pre ce ding

paragraph will accrue  interest a t the  ra te  of the  lesser of (i) ten percent per annum or (ii) a t a  ra te  per

annum that is  equal to one per cent plus the  prime ra te  as published by the  board of governors of the

federal reserve system in sta tistical re lease H. 15 or any publication that may supersede it on the date

that the  judgment is  entered.

IT IS  FURTHER ORDERED tha t pa yme nts  re ce ive d by the  s ta te  of Arizona  sha ll firs t be

a pplie d to the  re s titution obliga tion. Upon pa yme nt in full of the  re s titution obliga tion, pa yme nts

sha ll be  applied to the  pena lty obliga tion.

IT IS  FURTHER CRDERED, tha t if Re s ponde nts  fa il to  comply with  th is  o rde r, the

Commiss ion may bring furthe r lega l proceedings  aga ins t Respondents , including applica tion to the

superior court for an order of contempt.

8
De cis ion No.
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Docket No. S-20959A- 16-0109

IT IS  FURTHER ORDERED tha t this  Orde r sha ll become  e ffective  immedia te ly.

BY ORDER OF THE ARIZONA CORP ORATION COMMIS S ION

CHAIRMAN LITTLE COMMIS S IONER S TUMP

COMMIS S IONER FORES E COMMIS S IONER TOBIN COMMIS S IONER BURNS

IN WITNES S  WHEREOF, I, J ODI A. J ERICH, Exe cutive
Dire c to r o f the  Arizona  Corpo ra tion  Commis s ion , ha ve
he re unto s e t my ha nd a nd ca us e d the  officia l s e a l of the
Commission to be  affixed a t the  Capitol, in the  City of Phoenix,
this da y of , 2016.

10131 A. J̀ER1CH
EXECUTIVE DIRECTOR

DIS S ENT

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15
16 DISSENT

17

18

19

20

21

22 (RJM)

23

24

25

26

This document is available in alterative formats by contacting Shaylin A. Bernal, ADA
Coordinator, voice phone number 602-542-3931, e~mail sabemad@azcc.gov.

9
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Docket No. S-20959A-16-0109

Service List for:Marchanr International Resources, Inc. et al.

Elba  Nunez
3843 West Calavar Road
Phoenix, AZ 85053
Sta tutory Agent for Merchant Inte rna tiona l Resources , Inc.
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II

BEFORE THE ARIZONA CORPORATION COMMISSION

go1v1m1ssIonERs

DOUG LITTLE - Chairman
BOB STUMP
BOB BURNS

TOM FORESE
ANDY TOBIN
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7 In the  ma tte r of:

8

DOCKET no. S-20959A-l6-0109

MARCHANT INTERNATIONAL
RESOURCES, INC., a Texas corporation,

NOTICE OF FILING OF PROPOSED
OPEN MEETING AGENDA ITEM

KENNETH WHITE, a/k/a Kenneth Whyte, an
unmarried individual,

Respondent.

)
)
)
)
)
)
)
)
)
)
n

On this nth day of October, 2016, the foregoing document was filed with Docket Control as

a Securities Division Memorandum & Proposed Order, and copies of the foregoing were mailed on

behalf of the Securities Division to the following who have not consented to email service. On this

date or as soon as possible thereafter, the Commission's eDocket program will automatically email

a link to the foregoing to the following who have consented to email service.

Elba Nunez
3843 West Calavar Road
Phoenix, AZ 85053
Statutory Agent for Merchant International Resources, Inc.
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